STATE OF MAI NE Docket No. 98-465
PUBLI C UTI LI TI ES COW SSI ON

Septenber 16, 1998

BANGOR HYDRO- ELECTRI C COVPANY ORDER APPROVI NG
Request for Extension of Space RESI DENTI AL SPACE
Heating Prices HEATI NG PRI CE AND

COMVERCI AL SPACE
HEATI NG PRI CE

VEELCH, Chairnman; NUGENT, Conmi ssi oner

l. SUMMARY

In this Order we approve the extension of Bangor
Hydro-El ectric Conpany's Residential Space Heating Price and
Comrerci al Space Heating Price ("Space Heat Prograns") through
February 29, 2000, subject to conditions designed to protect
rat epayers contained in the Orders approving the prograns in
Docket Nos. 95-701, 95-702, and 95-707. W also wll investigate
t hese prograns in Docket No. 97-596 (Investigation of Stranded
Costs, Transm ssion and Distribution Revenue Requirenents, and
Rate Design) to determ ne revenue requirenent treatnent beyond
February 29, 2000 and to decide whether to re-authorize the
prograns beyond February 29, 2000.

11. PROCEDURAL HISTORY

On March 22, 1995, Bangor Hydro-Electric Conpany (BHE) filed
rate schedules for a Residential Space Heating Price (RSHP)
Further investigation was necessary to determ ne whether the | oad
was tenporary or permanent under terns of BHE s AMP, and
subsequently BHE filed the sane rate schedul es as a pernanent
| oad program These filings becanme Docket Nos. 95-701 and
95-702.

In an order issued on July 21, 1995, we approved the RSHP
and di scussed our intent to allow utilities to experience the
di scipline of the market first hand but to protect ratepayers
fromrisks associated with such prograns. The Order contai ned
conditions to provide this protection. 1In addition, the Oder
required BHE to file for re-approval if the rates were to
conti nue beyond October 1, 1998, and to include cost and revenue
analysis in that filing.

On Septenber 5, 1998, BHE filed rate schedules for a
simlar Commercial Space Heating Price (CSHP). On Novenber 29,
1995, in Docket No. 95-707, we issued an Order approving a
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Stipulation that inplenmented the CSHP subject to conditions
simlar to those inposed in the RSHP. The Stipulation did not
require BHE to provide cost and revenue anal ysis when requesting
re-approval .

On June 16, 1998, BHE requested continuation of its
Space Heat Prograns through February 29, 2000, and submtted the
requi red cost and revenue anal ysi s.

On July 24, 1998, BHE filed direct testinmony of its
W t nesses in Docket No. 97-596 (Investigation of Stranded Costs,
Transm ssion and Distribution Revenue Requirenments and Rate
Design). As part of establishing BHE s transm ssion and
di stribution revenue requirenent and rate design after February
29, 2000, this proceeding is likely to address the effect of
targeted progranms on BHE s revenue requirenment and the extension
of such prograns after February 29, 2000.

I11. ISSUES AND ANALYSIS

A. Cost and Revenue Anal ysis of RSHP

BHE s cost and revenue anal ysis indicates that
approxi mately 5800 custoners receive service under the RSHP. The
anal ysis reports that 69 new residential custonmers were placed on
the RSHP t hrough the year 1997; a potential penetration rate of
2.4% of new dwellings. Program adm nistrative costs through 1997
were $180, 834, to which the cost of generating electricity for
addi tional space heat |oad nust be added to determ ne total
program costs. The anal ysis shows an estimated revenue gain
t hrough 1997 of $217,987 under assunptions explained in the
filing. Finally, the analysis shows potential increnental sales
t hrough 1997 of 22,813, 889 kWhs.

We find the analysis presented in the filing reasonably
conplies with the requirenents of the Order in Docket Nos. 95-701
and 95-702. The anal ysis raises questions as to whether the RSHP
is nowor wll in the future positively inpact BHE s net
revenues. As we discuss below, a thorough exam nation of the
validity and the underlying assunptions of this analysis is best
consi dered in Docket No. 97-596.

B. Rat epayers to be Protected from Program Ri sks

We continue to hold the view that we should avoid
involvenent in a utility's strategic and tactical decisions but
that we have a responsibility to protect ratepayers fromthe
ri sks associated wwth a utility's experinents in the market.

The Order in Docket Nos. 95-701 and 95-702 addressed two primary
ri sks associated with the Space Heat Prograns. Those ri sks
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remain today. First, there is a risk of revenue | osses that wll
be recovered from ot her ratepayers through rate increases. BHE' s
cost and revenue anal ysis shows that there is at | east sone

i kelihood of this event occurring. Second, there is the risk of
financial distress on the part of custonmers who respond to
program pronoti on under the expectation of continuing |ow prices
and subsequently experience a significant, unanticipated rate

I ncrease.

I n Docket Nos. 95-701 and 95-702, we inposed three
conditions that would protect ratepayers fromthese risks!. BHE
apparently contenpl ates maintaining the conditions, and we order
their continuation. The first condition, that ratepayers be
protected fromrevenue | osses that m ght be caused by the
prograns, addresses our concern that any negative revenue inpacts
not fall upon ratepayers. The extent to which ratepayers are
protected will be considered within the context of all other
targeted rate prograns. W discuss the nmechanismfor
acconplishing this condition in the next section.

The second condition, that informational material be filed
for Comm ssion Staff review addresses our desire to avoid future
custoner distress by increasing the |ikelihood that custoners are
maki ng i nfornmed choices. The third condition, that no-interest
| oans be provided to residential custonmers for conversion if
electricity prices rise significantly, further m nimzes possible
financial harmto custoners.

C. Rol e of Docket No. 97-596

I n Docket No. 97-596 (lnvestigation of Stranded Costs,
Transm ssion and Distribution Revenue Requirenents, and Rate
Design), we will address the effect of targeted prograns on BHE s
revenue requirenment. In that proceeding we will continue the
condition we inposed in Docket Nos. 97-501 and 97-502 by
consi dering the amount of revenue that would be collected at the
ot herwi se avail able residential and comercial rates and by
determ ning the extent to which that anount should be inputed to
revenue requirenments. To carry out this consideration, we wll
investigate the validity of the cost and revenue anal ysis of the
progr amns.

In addition, we wll decide on whether to continue the Space
Heat Prograns beyond February 29, 2000, in Docket No. 97-596 or
any ot her proceeding that addresses continuation of targeted
progr amns.

YA fourth condition was a sunset provision that ends the prograns
on Cctober 1, 1998, unless BHE files for re-approval.
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Qur approval of extension of the Space Heat Prograns in this
proceedi ng does not signal our approval or disapproval of BHE s
cost and revenue analysis. Rather, we do not consider the
current proceeding to be the nost useful forumfor this
investigation, in light of the full investigation that nust
necessarily occur for all prograns before March 1, 2000.

Accordi ngly, we
ORDER

1. That BHE s Residential Space Heat Price and Commerci al
Space Heat Price be extended through February 29, 2000.

2. That revenues that would be collected at the otherw se
avail abl e residential and comrercial rates be determned in
Docket No. 97-596; that the extent to which that anmpount shoul d be
inputed to revenue requirenents be determ ned in Docket No.
97-596.

3. That advertising and other infornmational naterial shal
continue to be filed wwth the Comm ssion for Staff review as
specified in the Orders in Docket Nos. 95-701, 95-702, and
95- 707.

4. That no-interest | oans be made avail abl e for RSHP
custoners as specified in the Order in Docket Nos. 95-701 and
95-702.

5. That continuation of the prograns beyond February 29,
2000, be addressed in the context of continuation of all targeted
rate prograns.

Dat ed at Augusta, Maine this 16th day of Septenber, 1998.

BY ORDER OF THE COWM SS| ON

Dennis L. Keschl
Adm nistrative Director

COMM SSI ONERS VOTI NG FOR: Wl ch
Nugent



